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Foreign Exchange 
Dollar Letters of Credit, Examination of Draft and Shipping Documents 
IN previous articles the discussion of dol-
lar letters of credit and the specific 
example of an exporter in Japan shipping 
silk to an importer in New York have been 
developed to the point where the merchan-
dise is on board the freight steamer bound 
for New York. The draft with shipping 
documents attached had been sold by the 
shipper to his local bank in Yokohama. 
The Yokohama bank had sent the draft 
by first mail steamer to its New York cor-
respondent, who now presents it for ac-
ceptance to the New York bank which 
issued the letter of credit. 
According to custom in New York, one 
day is allowed for the acceptance of time 
drafts. So the draft is left for the foreign 
department clerks to examine and accept 
at their leisure, which is usually the even-
ing of the day the draft is presented. 
The examination will begin by reading 
the draft through, to see that it is regular 
on its face. The draft will refer to the 
letter of credit under which it is drawn by 
number. This will enable the clerk to turn 
to the proper account in the "Letter of 
Credit Record" book, where a complete 
resume of the terms and conditions of the 
letter of credit are set forth. Here refer-
ence will be made to see that the draft is 
drawn within the period provided for by 
the letter of credit and according to the 
dating of the bills of lading. Shippers 
have been known, where they are late in 
making shipment, to date their draft back 
and thus mislead the accepting bank. 
On the question of shipments made after 
the period provided in the letter of credit, 
it is interesting to note that a prominent 
foreign exchange bank deliberately ac-
cepted a draft when shipment was made 
one day late, and sued the New York im-
porter, claiming that there had been a sub-
stantial compliance with the agreement, 
and that the importer was not injured by 
the delay. This was done in order to pre-
serve the good name of the bank among 
exporters abroad. 
The draft will, of course, be examined 
to see that it is drawn on the accepting 
bank, and not some other bank with which 
the importer also does business. The sig-
nature to the draft will be considered sat-
isfactory if it is official in form. The ac-
cepting bank has no way of verifying the 
signatures of numerous foreign exporters, 
but the draft is accompanied by a consular 
invoice, which is evidence as to the identity 
of the shippers. This completes the exam-
ination of the draft. 
The accompanying documents will con-
sist at least of shipper's or commercial 
invoice, consular invoice, insurance certifi-
cates, and two copies of bills of lading. 
The commercial and consular invoices will 
be examined together to see that the mer-
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chandise shipped agrees in quantity, qual-
ity, and price with the specifications in the 
Letter of Credit Record. 
There is a tendency to use a general de-
scription for merchandise; as, 100 bales 
of silk. There is also some hesitancy on 
the part of foreign departments in tak-
ing the responsibility for specific weights, 
measures, and qualities of shipments. 
While this verification is considerable 
trouble to the foreign department, already 
overburdened with details, it is of consider-
able value to the importer. 
The value of a consular invoice as evi-
dence of the quantity and quality of mer-
chandise shipped is often exaggerated. This 
document is made up in the office of the 
shipper. The cost or value of the goods in 
the shipper's market is shown with charges 
for packing, drayage, freight, insurance, 
etc., added. The shipper takes this docu-
ment to the American consul, and swears 
that all statements in it are true. An un-
scrupulous shipper, on fraud intent, would 
hardly hesitate to perjure himself, par-
ticularly when he knows that the consign-
ment will not reach the purchaser for sev-
eral months and that then the importer 
will have to seek justice through the un-
favorable medium of foreign courts. 
The invoice, in the case in question, and 
if the regular practice is followed, will be 
made out in yen and the total will be con-
verted into dollars. Footings and exten-
sions will of course be checked, and also 
the conversion from yen into U . S. dollars. 
The rate used is supposed to be the market 
rate of exchange in Yokohama at the time 
of shipment. Here, again, the importer 
is compelled to place full trust in the for-
eign shipper. It is only fair to say that 
this trust is seldom abused, and never by a 
first-class foreign export house. 
The insurance certificates, to be accept-
able, must be issued by a government in-
surance bureau, or by an insurance com-
pany of international standing. All ma-
rine and war risks must be covered without 
qualification, and where two or more cer-
tificates are found, care must be taken to 
see that all risks are covered on all the 
merchandise. The insurance may be writ-
ten in yen, sterling, or U. S. dollars. A 
conversion at approximate rates will have 
to be made, to see that the insurance is for 
an amount as great or greater than the 
draft. The insurance is usually taken out 
in favor of the shipper, who indorses the 
certificates in blank. The certificates must 
be in such form that the insurance passes 
automatically with the title to the mer-
chandise. 
Bills of lading will be taken out in the 
name of the shipper and endorsed in blank. 
They will contain instructions to notify the 
importer when the steamer arrives at the 
port of destination. If it happened that 
the goods were bound for certain Central 
or South American countries, according to 
the local laws the merchandise would have 
to be consigned to a concern located at the 
port of destination, which, in most cases, 
would be the bank issuing the credit. The 
quantity and description of merchandise in 
the bills of lading must agree with the 
invoices. 
In connection with the bills of lading, 
it must be remembered that the bank, in 
issuing the letter of credit, agrees to accept 
drafts, provided the accompanying docu-
ments call for certain merchandise. If, 
after the draft has been negotiated by the 
shipper, it is discovered that the merchan-
dise is less in quantity or different in kind 
from that stated in the bills of lading, the 
bank issuing the letter of credit is still 
bound to accept the draft. The importer 
will be compelled to look to the exporter 
or the transportation company for redress. 
If the draft and documents are satis-
factory as to all matters just discussed, the 
draft will be accepted by the foreign de-
partment. 
